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Re : Water Task Force  Report - Docke t No. W-00000C-98-0153
De cis ion No. 62993

Dear Colleagues:

I a m in re ce ipt of the  Commiss ion S ta ffs  June  29, 2001 Wa te r Ta sk Force  (WTF) re port
on Decis ion No. 62993, and the  direction given by the  Commiss ion to deve lop policy s ta tements
for furthe r cons ide ra tion. I be lie ve  tha t s ta ff ha s  done  a n e xce lle nt job outlining s ome  of the
ma jor is s ue s  pe rtine nt to wa te r re gula tion re form. I would like  to bring to your a tte ntion one
pa rticu la r is s ue  of importa nce  which  d ire ctly impa cts  a  Commis s ion  policy goa l of wa te r
indus try consolida tion - the  use  of acquis ition adjus tments .

Origina lly de ve lope d to e ncoura ge  the  cons olida tion of s ma ll a nd/or non-via ble  wa te r
sys tems into la rger, more  e fficient ones , the  acquis ition adjus tment is  seen as  a  regula tory tool to
encourage  la rge r companie s  to gene ra te  grea te r 'e conomies  of sca le ' by acquiring sma lle r, le ss
e fficie nt sys te ms . In its  June  29, 2001 re port, S ta ff lis te d s ix conditions  tha t a  wa te r compa ny
mus t prove  by a  pre ponde ra nce  of the  e vide nce  in orde r to obta in a n a cquis ition a djus tme nt or
ra te  of re turn premium. Howeve r, I be lieve  tha t one  such condition -- tha t the  acquired company
be  limite d to a  cla s s  D or E utility - will be  ine ffe ctive  in e ncoura ging re giona l cons olida tion
whe re  no cla s s  D or E utilitie s  e xis t. Alte rna tive ly, it will ta ke  a wa y a n ince ntive  for two cla s s  C
water systems to merge.

Provided tha t the  othe r five  conditions  proposed by s ta ff a re  adequa te  enough to protect
the  public a ga ins t a n a buse  of the se  re gula tory ince ntive s  (a cquis ition a djus tme nts  a nd ra te  of
re turn pre miums ), the  Commis s ion s hould be  e xpa nding opportunitie s  for wa te r s ys te ms  in
Arizona  to consolida te , rega rdle ss  of s ize . In the  next 20 yea rs , priva te  wa te r companies  a round
the  na tion will fa ce  a  da unting ta s k, the y mus t comply with  incre a s ingly s tringe nt fe de ra l
re gula tions  (i.e . a rs e nic le ve ls ), ma nda te s  of the  S a fe  Drinking Wa te r Act ("S DWA"), a nd
improve  or re p la ce  a  ra p id ly a g ing  in fra s tructure . Unlike  re ce n t tre nds  in  de re gula ting
te le communica tions  a nd e le ctricity, the  tra ditiona l e conomic principle s  which ga ve  wa y to
monopolie s  s till a pply in the  wa te r indus try.
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While  I unde rs ta nd tha t the  Commis s ion ha s  broa d dis cre tion  to  imple me nt policy
cons ide ra tions  within the  body of its  De cis ions , it is  importa nt tha t such policie s  re ma in fle xible
in trying to a chie ve  a  de s ire d re sult -- which in this  ca se , is  wa te r indus try consolida tion. For
ins ta nce , if a  cla ss  A wa te r compa ny se e ks  a n a cquis ition a djus tme nt or ra te  of re turn pre mium
for a cquiring a  cla s s  C s ys te m, it will s till ha ve  to me e t the  othe r conditions  re comme nde d by
s ta ff, the re  will be  no ne ga tive  impa ct to  the  via bility of the  a cquiring compa ny, a cquire d
s ys te m's  cus tome rs  will re ce ive  improve d s e rvice , the  purcha s e  p rice  mus t be  fa ir a nd
re a sona ble , conducte d a t a rms-le ngth, a nd the  a cquis ition mus t be  in the  public inte re s t. If the
Commiss ion e s ta blishe s  a  policy limiting a cquis ition a djus tme nts  to only those  ins ta nce s  whe re
the  a cquire d compa ny is  a  cla s s  D or E compa ny, me dium to la rge r compa nie s  ma y be  le s s
willing to consolida te  amongst themse lves .

Much will de pe nd on how the  Commis s ion ultima te ly de cide s  to imple me nt the  policy
goa ls  a nd re gula tory re fonns  conta ine d in the  WTF re port. We  ma y s e e k to give  our Utilitie s
Divis ion s ta ff a  ge ne ra l policy outline  to  fo llow whe n cons ide ring re que s ts  for a cquis ition
a djus tme nts  a nd ra te  of re turn pre miums , ins te a d of forma lly codifying s uch policy in  our
a dminis tra tive  rule s . S ome  policie s  ma y ne e d s ta tutory cha nge  a nd the  de ve lopme nt of a
le gis la tive  a ge nda . Ne ve rthe le s s , I look forwa rd to our dis cus s ion on wa te r is sue s  a s  a  whole ,
a nd wha t role  the  Arizona  Corpora tion Commiss ion ca n ta ke  in he lping to a ddre ss  consume rs '
needs today, and into the  future .

Thank you for your time  and cons ide ra tion in this  ma tte r.

mere ly,

lm win, Commis s ione r
Arizona  Corpora tion Commiss ion

Cc: Docke t Control

21 #1-I


